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SUBJECT: Prescription Drug Credit/FTB Report Annually to Legislature Regarding Use
of Credit
DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

Under the Personal Income Tax Law (PITL), this bill would allow a credit equal to
25% of the costs paid by a qualified taxpayer for prescription drugs. The credit
woul d be limted to $300 for an individual and $600 for a nmarried couple filing
jointly.

SUWVARY OF AMENDMENT

The May 9, 2000, amendnent replaced the 100% deduction for costs paid for
prescription drugs with the credit discussed in this analysis.

EFFECTI VE DATE

As a tax levy, this bill wuld be effective imediately and apply to taxable
years begi nning on or after January 1, 2000.

SPECI FI C FI NDI NGS

Current federal law, to which state |aw conforns, specifically allows a deduction
for unrei nbursed nedi cal care expenses, including costs for prescription drugs or
insulin, as an item zed deduction, but only to the extent that the expenses
exceed 7.5% of the taxpayer’s adjusted gross inconme (AG). "Prescribed drug" is
defined as a drug or biological that requires a prescription of a physician for
its use by an individual.

This bill would establish a credit equal to 25% of the costs paid by a qualified
t axpayer for prescription drugs. The credit is limted to $300 for an individual
and $600 for a married couple filing jointly.
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This bill would define "qualified taxpayer"” as an individual who is 65 years or
ol der by Decenmber 31 of the taxable year and has an AD of $20,000 or less. For
a married couple filing a joint return, this bill specifies that both individuals

nmust be 65 years or ol der and have an AG of $40,000 or |ess.

This bill would require that a |icensed physician prescribe the prescription
drugs and that the taxpayer retain the sales receipts as proof of purchase of the
drugs.

An individual who was a nenber of a health mai ntenance organi zati on (HMO) or
other licensed health care facility for at |east six consecutive nonths during
the 2000 cal endar year or any taxable year thereafter may not claimthis credit.

This bill would provide that the credit be in lieu of any deduction or credit to
whi ch the taxpayer woul d otherwi se be entitled to claimfor the sane expenses.

This bill would provide that the taxpayer may carry over the excess credit for
ei ght years, until exhausted.

This bill requires the Franchise Tax Board (FTB) to annually report to the
Legislature, to the extent data are available, the use of this credit, including
the nunber of taxpayers claimng the credit, the total and the average val ues of
the amount of the credits claimed. The report also shall include any other
information that the nenbers of the FTB think woul d be of assistance to the
Legislature in determning the effectiveness of the credit in helping offset the
cost of prescription nedication for |owincome and noderate-incone seniors.

Pol i cy Consi derations

This bill does not disallow the credit for prescription expenses reinbursed
by an insurance carrier; however, it does disallow the credit for a

t axpayer’s co-paynents for prescriptions if the taxpayer is a nenmber of an
HMO or other health care facility for at least six nonths. Thus, this bil
appears inconsistent in its treatnent of simlar expenses. The author nmay
wi sh to make the treatnent of expenses consistent.

The cal cul ated average credit per qualified taxpayer is estimted to be
approxi mately $151 (or half of the proposed maxi mum credit per individual).
Targeted taxpayers would |likely not have enough tax liability to utilize
this credit to the $300/ $600 maxi muns. The author may w sh to consider a
nmore direct method of providing the desired relief.

For a married couple filing a joint return to qualify for this credit, this
bill would require that both spouses be age 65 or ol der by Decenmber 31 of
the taxable year. |If only one spouse neets this criterion, neither spouse
would qualify to claimthis credit on a joint return. To claimthe credit,
the qualified spouse could file a married filing separate return. However
the author may wish to condition the limtation per individual to allow the
couple to claimup to a $300 credit for the spouse who is 65 or ol der by
December 31 of the taxable year.
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I mpl ement ati on Consi derati on

To ensure the author's intentions are achieved and to m nim ze disputes with
taxpayers, a definition of "prescription drugs" is needed. The author may
wi sh to consider using the federal income tax |aw definition of prescription
drugs. In addition, the bill denies the credit to “nmenbers of a health

mai nt enance organi zation or other licensed health care facility.” The
meani ng of these ternms is unclear. Definitions or revisions to the terns to
clarify their nmeaning would reduce or elimnate anmbiguity and di sputes

bet ween the departnment and taxpayers.

Departnment staff is available to assist the author's office in the
resolution of this and any other issue.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact departmental costs.

Tax Revenue Esti mate

Based on data and assunptions discussed below, this bill would result in the
foll owi ng revenue | osses.

Esti mat ed Revenue | npact of AB 2533
As Amended May 9, 2000
Enact nent assuned after June 30, 2000
[$ In MIlions]
2000/ 2001 2001/ 2002 2002/ 2003

- $6 -$5 -$5

Thi s anal ysis does not consider the possible changes in enpl oynent, persona
i ncome, or gross state product that could result fromthis neasure.

Tax Revenue Di scussi on

The anmpunt of prescription drug costs incurred by qualified taxpayers and
the amount of other credits that could be applied to reduce tax liabilities
will determ ne the revenue inpact of this bill.

Based on househol d spending data for 1997, the average annual out- of - pocket
expendi ture for prescription drugs for individuals age 65 or ol der was
projected at approxi mately $605 for 2000. Miltiplying projected
prescription drug costs by the proposed credit percentage of 25% derived an
average credit per individual of $151 in 2000, increasing to $197 in 2004.
The cal cul ated average credit ($151 for single individuals and $302 for

i ndividuals married filing jointly) was considerably | ess than the proposed
maxi mum of $300/ $600 (single/joint).
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A simul ation was performed using personal incone tax sanple data. The
seni or exenption credit was increased by the average credit cal cul ated above
for taxpayers with A of $20, 000/ $40,000 or |less (single and head of
househol d/joint). Assum ng each qualified taxpayer in the sanple generated
the average credit, the sinulation nodels the maxi num revenue [ oss to the
extent credits generated could be applied to reduce tax liabilities.
Reduction adjustments were nade to the nodel result to allow for the
fol | owi ng:

1) to elimnate taxpayers who are married filing joint where only one
i ndi vi dual was age 65 or ol der;

2) to elimnate any ineligible taxpayers who were nenbers of an HMD or ot her
licensed health care facility for at |east six consecutive nonths during the
year;

3) for a small portion deducted under current |law as a nedical expense
(subject to the 7.5% of AG threshold); and

4) to reflect the rate at which qualified taxpayers would report the credit
on their tax returns.

POSI TI ON

Pendi ng.



